General Business Conditions 


RADE reports have been better dur- 
ing September, and those who have 
been hoping for a moderate pick-up in 
industrial activity during the Fall are 
encouraged accordingly. Retail trade 
began to improve in the latter part of August, 
and in department stores and variety stores 
generally the gains were vigorous enough to 
make that month the best of the year to date, 
allowing for seasonal factors in the compari- 
son. The Federal Reserve Board’s adjusted 
index of department store sales, which had 
declined from 77 in May to 73 in July (1923-25 
average—100), recovered to 79. According to 
preliminary reports, September figures will 
show that the improvement has been main- 
tained. For the larger retailing organizations 
estimated sales gains over last year run from 
10 per cent upward, in dollars, and with prices 
on September 1 about 6 per cent higher, ac- 
cording to the Fairchild retail index, the figures 
signify a larger movement of merchandise. 

This showing is in line with the expectations 
of some of the large merchandising concerns, 
and while it is due in part to cooler weather 
bringing in buying which had been deferred 
during the heat wave, it also is based upon im- 
proved consumer buying power. An analysis 
was made in the last issue of this Letter which 
indicated that despite drouth losses the farm- 
ers’ cash income available for Fall trade would 
be larger than a year ago, and relief and other 
expenditures putting Government money di- 
rectly into consumers’ hands reached a new 
high point during the month. 

Moreover, the breaking of the drouth, with 
heavy rainfall over most of the affected area, 
has been helpful both in fact and sentiment. 
The rains came too late to be of value to the 
grain crops, except possibly late corn, but they 
have started grass growing again in the pas- 
tures, and the prospect for late forage crops is 
materially improved. They also supply the 
moisture needed for planting Winter wheat 
and rye and bringing them to a stand, and have 
made a beginning, though naturally only a be- 
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ginning, toward repairing the deficiency of 
subsoil moisture. 

Another factor favorable to retail improve- 
ment has been the declining tendency in fin- 
ished goods prices, which has persisted through 
the Summer. The Fairchild index, to which 
reference has been made, shows a drop of 2.6 
per cent since last April, while in the same 
period prices of raw materials as reported by 
the Bureau of Labor Statistics have advanced 
10 per cent and prices of farm products 24.2 
per cent. These converging movements, nar- 
rowing a disparity which has penalized the 
raw material producer, obviously aid in restor- 
ing his purchasing power, and are helpful to 
trade. To be sure, the situation invites the 
comment that the narrowing of the spread 
must come out of the earnings of the manu- 
facturer and distributor unless it is accom- 
plished by reducing costs, and thus is not an 
unqualified benefit at a time when earnings 
are needed to restore the economic equilibrium, 
and when the tendency in costs is all the other 
way. 

On the basis of the factors cited there was 
reason to expect a seasonal improvement in 
trade, despite the obvious handicaps in the 
way of any broad business expansion. It has 
been demonstrated several times during the 
depression that business in goods of everyday 
use can make an impressive upswing after a 
period of quietness or recession, without much 
support from the heavy industries, for there is 
constant need to replace such goods, and in 
one way or another the purchasing power is 
found to keep consumers supplied with them 
The present upturn is of this character. 


Industrial Operations at Low of Year 

Thus far the retail improvement has lacked 
the support of a pick-up in industrial operations 
and the increased employment that would go 
with it, except in purely seasonal lines. On 
the contrary, the general indexes of industrial 
activity, adjusted for seasonal influences. have 
dropped to a new low level during September. 
Some of these indexes are now lower than at 
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the bottom of the recession last Fall, and there- 
fore represent the lowest point in productive 
activity since the early Spring of 1933. How- 
ever, the textile strike, enforcing curtailment 
in the group of industries which usually give 
Fall expansion its main impetus, has been the 
chief factor in the month’s decline, and now 
that the strike is ended the textile mills should 
make a compensating gain in operations, and 
lift the October indexes accordingly. Textile 
mills had been curtailing for about four months 
prior to the strike, and had done a great deal 
to get the inventory situation in order. 

A moderate improvement has likewise ap- 
peared in the steel industry. The rise in oper- 
ations from the low point of 18.4 per cent of 
capacity to 24.2 in the last week of September 
is not impressive in extent, but in percentage 
it is more than the usual seasonal amount. 
Steel production was above consumption for 
several months in the Spring, but the converse 
has been true since the end of June, and gradu- 
ally stocks are being absorbed. Meanwhile the 
chief sustaining factors are purchases for Gov- 
ernment construction and miscellaneous de- 
mands. The extent of the Fall recovery in 
steel is naturally uncertain, and will depend 
principally upon the policies of the automobile 
manufacturers with respect to buying for 1935 
models. 

Automobile production has declined con- 
siderably, as usual toward the end of the sea- 
son, while dealers work off their 1934 stocks 
and manufacturers prepare for the changeover. 
August sales of passenger cars were reduced 
by more than the usual seasonal percentage 
below July, but continued to run above a year 
ago, and preliminary figures from some com- 
panies indicate that September sales have held 
nearly even with August, whereas the normal 
trend is downward. This is another reflection 
of the better buying power evident in the retail 
stores. 

Expectations Continue Conservative 

On the whole the business situation thus de- 
scribed is as good as business men generally 
expected. It indicates that the extreme pessi- 
mism entertained in some quarters with re- 
spect to Fall trade was unwarranted, and 
therefore holds promise of a Fall improvement 
in the consumers’ goods section of industry. 
On the other hand, hopes of vigorous recovery 
that would include the construction and other 
capital goods industries are not being enter- 
tained. 

The totals of construction contracts awarded 
during the last quarter of the year are likely 
to be a disappointment. Privately financed 
contracts placed during August were below the 
low level of one year ago, and the total awards 
including public projects were but 13.4 per cent 
larger. In the first half of September the gain 
over last year was cut to 2.7 per cent. The 


figures in the last three months of 1933 were 
swollen by Government awards, and according 
to the Dodge calculations aggregated $515,000,- 
000, which was 41 per cent of the year’s total. 
There is no probability of this figure being 
equalled this year. The modernization work 
made possible by the Federal Housing pro- 
gram, with its partial guarantee of bank loans 
made for that purpose, will add to the totals. 
But while this is a helpful and businesslike 
plan, well devised to increase employment and 
improve the country’s housing, its contribution 
toward lifting the building industry back to 
the peak from which it has fallen will of course 
be relatively modest. 

With respect to equipment and machinery 
industries, the unfavorable turn in railroad 
earnings during the past few months, and the 
increased costs put upon the roads by the new 
pension act and the restoration of wages to the 
pre-depression level, give a plain indication 
that they can buy no more than their minimum 
necessities. The attitude of the industries gen- 
erally is similar, holding that neither earnings 
nor business prospects justify plans for ex- 
pansion. 

It is plain that the chief lack in the business 
situation is the lack of confidence in the abil- 
ity to carry on trade and industry at a profit. 
The problem of how to make goods at present 
costs that can be sold at prices which people 
can pay is oppressing all the manufacturing 
industries. There is continuing uncertainty as 
to how Governmental policies will affect busi- 
ness. The evident prospect that unemploy- 
ment during the coming Winter will be as 
severe as it was last Winter, requiring relief 
expenditures which will postpone the time 
when the budget can be balanced, keeps fiscal 
and monetary uncertainties alive. The pro- 
posals to supplement private economic activity 
by Government operations discourage private 
enterprise in a degree that may offset or exceed 
the stimulus given by the Government meas- 
ures, and the budget is involved in these pro- 
posals also. Finally a growing dissatisfaction 
has been apparent with the results of the wage 
and price fixing and other changes in economic 
relationships made by overhead authority. It 
is certain that the economic system was in dis- 
order and relationships within it unbalanced, 
but the experience with the measures taken to 
bring them back into balance has not been re- 
assuring, for they have left a residue of labor 
troubles, of costs and prices out of line with 
buying power, and of general confusion and 
uncertainty which at this time is evidently a 
serious handicap to recovery. 


Crops and Markets 


There have been no developments in the 
agricultural situation during the month to re- 
quire modification of the statement of farm 
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income given in the last issue of this Letter, in 
which estimates of the Department of Agricul- 
ture were quoted to show that the cash income 
of the farmer in the second half year would be 
higher than in the same period last year by 
about $400,000,000 or 13 per cent. The A.A.A. 
has greatly speeded up the disbursement of 
benefit payments under the various adjustment 
programs, and it is the universal experience 
that receipt of these payments in a community 
exerts a pronounced stimulus to trade. 


The September 1 crop report showed no 
material changes, except a drop of 122,000,000 
bushels in the indicated corn crop (to 1,485,- 
000,000), which was a little less than expected. 
The cotton estimate was slightly increased to 
9,252,000 bales, though the trade had looked 
for a decrease. It is probable that any further 
revision in crop figures this month will be up- 
ward, by reason of the rains, but for the chief 
crops except cotton and late corn, where the 
frost date is a factor, September 1 estimates 
are not usually subject to much change. The 
fact that the crop season is a disaster is now 
unalterable, but its economic effects are miti- 
gated by the surpluses carried over from the 
previous year, and by the price advance. The 
better condition of the pastures and late feed 
crops this month has cheered the dairymen 
and live stock feeders, who at best are facing 
a tight situation. 

Farm prices have been slightly easier, but 
this is evidently more of a reaction from the 
previous rapid advance than a reflection of 
change in any market situation. The reaction 
in hog prices, for example, does not alter the 
fact that the weight of hogs to be slaughtered 
in the next twelve months is estimated from 
35 to 45 per cent less than in the past twelve, 
and this situation cannot change short of a 
year to eighteen months. Choice cattle have 
continued strong, with the Government pur- 
chases, now approaching the goal of 7,500,000 
head, kept out of commercial channels. The 
drop in cotton reflects the textile strike, and 
the competition of foreign growths, curtailing 
exports. 

Grains on an Import Basis 


An effect of the drouth which is of outstand- 
ing importance in the general economic situa- 
tion is the fact that from time to time United 
States grain prices have risen to a sufficient 
premium above world prices, at seaboard mar- 
kets or terminals near the Canadian border, to 
invite imports of foreign grains over the tariff 
wall. This has been true of rye for some time; 
substantial imports of Polish rye have been 
received, and Canadian rye also has crossed 
the border. Canadian durum wheat has been 
imported, and it is understood that a sizable 
quantity of Canadian Spring wheat has been 
sold to Northern millers; at any rate the price 
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relationships existing at times would have 
made such business profitable over the tariff. 
It is likewise understood that Argentine corn 
has been booked for shipment to this country. 
Argentine oats have already been received at 
Gulf ports for shipment to the interior; and 
Argentine flaxseed will certainly be wanted to 
piece out the short crop here. Price relation- 
ships also suggest that Canadian barley will 
move to this country. 

This is a striking reversal of the position 
which the United States has historically occu- 
pied as a surplus producer and exporter of the 
grains. Moreover, we shall be importers of 
livestock feed and forage from Canada, Presi- 
dent Roosevelt in August having authorized 
their admission free of duty. Exports of cotton 
are running low, the total from August 1 to 
September 20 having been but 511,000 bales, 
compared with 1,064,000 last year and 915,000 
two years ago. This drop is not, of course, due 
to the drouth, but with the other factors cited 
will be an influence that may considerably 
alter our trade figures this Fall from what they 
have been in the past, diminishing the balance 
in our favor. 

A further comment upon the situation, in 
view of the claims made for the devaluation of 
the dollar as an influence raising agricultural 
prices, is that this trade shift clearly shows 
what the true cause of the price advance has 
been. The argument ran that the act of cheap- 
ening the dollar would make the foreigner’s 
funds worth more in this country, lead to an 
increase in exports and a mark-up in the prices 
of all export commodities, and in that manner 
lift the entire price structure. But the fact is 
that exports of cotton, the only one of the com- 
modities mentioned selling freely on the world 
markets, have actually diminished as shown, 
and there has been an equal or greater price 
rise in all the grains, of which we are import- 
ers rather than exporters. It is plain that ex- 
change rates in either case have had little to 
do with the price, and that the cause of the 
advance has been almost wholly the improve- 
ment in the statistical position of these com- 
modities, accomplished by natural and arti- 
ficial curtailment of crops during the past 
two seasons. 


Money and Banking 





Money conditions showed no material 
change during September. Member bank re- 
serves declined from the peak levels reached 
in August, but continued greatly in excess of 
legal requirements. For New York City banks 
alone, the total of this “excess” averaged more 
than $500,000,000, and for all member banks 
more than $1,700,000,000. 

Money rates remained unaltered at the low 
levels current for some time. Yields on short- 
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term Treasury bills, however, continued to 
work slightly higher, in keeping with the ten- 
dency throughout the Government list. In the 
last week of the month $75,000,000 182-day 
bills were sold on an average discount basis of 
0.29 per cent, compared with 0.22 per cent a 
month earlier, and 0.07 at the low point in 
uly. 

‘ The decline of bank reserves during the 
month was due principally to a seasonal in- 
crease of money in circulation and to a tem- 
porary shift of funds from the market to the 
Reserve Banks in connection with income tax 
and other transactions for Government ac- 
count. The rise of money in circulation 
amounted to about $58,000,000, and was indi- 
cative of increased payrolls and more active 
retail trade after Labor Day. 

A feature of the bank statements was the 
steady rise in loans classified as “all other,” 
which are considered generally indicative of 
the trend of commercial borrowing. These 
loans have increased $265,000,000 since July 
for the weekly reporting banks, the largest 
gain since last Autumn. The advance is 
seasonal in part, and accords with the increase 
of currency in circulation in indicating an ex- 
pansion of commercial activities. 

While “all other” loans advanced during the 
month, loans on securities declined to new low 
levels. Investments in Government securities, 
which declined during August, increased in 
September. Investments in securities other 
than Governments rose to the highest point 
since the bank holiday. 


Bond Market and Foreign Exchange 


The bond market early in the month con- 
tinued under the influence of currency and 
budgetary uncertainties, with Government and 
corporate bonds extending the declines which 
had been in progress since July. Later, how- 
ever, the market became firmer, accompany- 
ing a recovery of the dollar in the foreign 
exchanges and a cessation of gold exports. 
Prices of the long-term Treasury bonds are 
now about midway between their January 
lows and the peak reached in July. 

New offerings of State, municipal and cor- 
porate securities during the month were small, 
except for an issue of $75,000,000 of eight- 
months notes placed by the State of New York 
with a group of banks on a % of one per cent 
basis. New security offerings, exclusive of 
refunding issues, totaled $1,003,000,000 for the 
first eight months of the year, according to the 
Financial Chronicle. This total was larger 
than that in the corresponding period of either 
1933 or 1932. The increase, however, was al- 
most entirely in the issues of States, munici- 
palities and government agencies, corporate 


financing showing no change and comprising 
only $128,000,000 of the total. 
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The reactionary trend prevailing in the bond 
market during the first part of the month had 
its counterpart in the foreign exchange market 
where dollars continued weak in terms of gold 
currencies. Between September 1 and Sep- 
tember 8 gold exports exceeded imports by 
approximately $17,000,000, following a net ex- 
cess of exports over imports of $10,000,000 
during the last half of August. Around the 
middle of the month the dollar strengthened 
on what appeared to be official support, and 
during the balance of the month remained 
above the gold export point. Sterling exchange 
likewise declined further in September, drop- 
ping to a new low point of $4.96¥% in terms of 
present day devalued dollars, equivalent to 
$2.92 in terms of old dollars. On September 3 
the price of gold in the London market reached 
a new high level of 141s.7d. per ounce (equiv- 
alent to $35.43). Late in the month European 
gold currencies turned weak against both dol- 
lars and sterling, and in the Far East Japanese 
yen dropped abruptly from 30 cents, where it 
had been for over a year, to around 29.20. 


Government Conversion Operations 





The Government’s debt conversion operation 
has been the outstanding event of the month, 
both because of the magnitude of the transac- 
tion and the importance of any major step af- 
fecting Government finances at a time when 
so much depends upon the maintenance of the 
public credit. On September 10 the Treasury 
offered two-year 1% per cent notes in ex- 
change for the $525,000,000 of certificates ma- 
turing on the 15th, and either four-year 214 per 
cent notes or 10/12-year 3% per cent bonds in 
exchange for the $1,250,000,000 of Fourth 
Liberty 4%s called for payment October 15. 
As an added inducement to conversion the 
Treasury offered to pay interest in full on 
tendered Libertys to October 15. 

Holders of maturing certificates were prompt 
to accept the two-year notes, and on Septem- 
ber 17 the Treasury announced that practically 
the entire issue had been converted. The con- 
version of called Libertys, on the other hand, 
has proceeded more slowly. On September 24 
when the Treasury closed its books on further 
subscriptions to the notes, total conversions 
amounted to $844,000,000, of which $596,000,- 
000 were into the notes and $248,000,000 into 
the bonds. 

With the books still open for conversions 
into the bonds, it is apparent that the Treasury 
will have no difficulty in taking care of any 
unconverted portion on October 15 out of its 
large balance of cash on hand. This balance 
has been further increased recently by weekly 
sales of Treasury bills in excess of maturities, 
and on September 25 amounted to $2,190,000,- 
000 of which, however, over $800,000,000 repre- 
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sents part of the “profit” on gold revaluation 
which Secretary Morgenthau has stated to be 
under lock and key “for the present.” 


Terms of Conversion Compared 


The maturity and the 3% per cent coupon 
on the new bonds are the same as those car- 
ried by the bonds offered last April when a 
total of $1,037,000,000 was disposed of in ex- 
change for called Libertys and maturing notes. 
As compared with the June financing, how- 
ever, the terms are considerably less advan- 
tageous to the Government under money con- 
ditions practically identical. At that time the 
Government was able to convert $489,000,000 
of maturing certificates and notes into 12/14- 
year bonds bearing 3 per cent, and in addition 
to raise $800,000,000 of new money—$300,000,- 
000 through cash subscriptions to the bonds 
and $500,000,000 through cash subscriptions 
to five-year 2% per cent bonds. Comparing 
these terms with those of the current offering, 
it will be seen that in a purely refunding opera- 
tion in which no new money is involved the 
Treasury is paying % of 1 per cent more on 
its long-term issue, while reducing the matur- 
ity by two years, and ¥% of 1 per cent more on 
its note issue, while reducing the maturity by 
one year. In addition, the Treasury is grant- 
ing a bonus of full interest to October 15 to 
all who accept conversion. 

Notwithstanding these inducements, the 
conversions into long-term bonds apparently 
have been considerably smaller than in June. 
To the extent of course, that holders of Lib- 
ertys fail to convert into the 10/12-year 34s 
the operation will fall short of one of its 
primary purposes, which was to reduce the 
sum total of maturities falling due in 1938, 
and so improve the debt structure. It is true, 
of course, that the exchange of called Libertys 
for notes reduces the burden of interest pay- 
ments, but such a shift leaves the problem of 
the debt structure just where it was before, 
since all that it accomplishes is the replace- 
ment of one four-year maturity by another. 

In the absence of any change in the money 
situation, it is evident that the higher cost of 
the current offering has been due to a more 
cautious attitude on the part of investors. The 
silver purchase program instituted during the 
Summer, continued uncertainty over the fu- 
ture of the dollar, and waning hope of the 
Government’s ability to effect the promised 
balance of the budget by 1936, have been 
among the influences that have disturbed the 
market. 


Government Receipts and Expenditures 


While Government bonds have been declin- 
ing, and uneasiness regarding the budgetary 
outlook increasing, the current position of the 
Government with respect to receipts and ex- 


penditures has shown improvement. For the 
period from July 1 to September 25, the deficit 
of $525,000,000 was the smallest for any quar- 
ter since a year ago, and much below the defi- 
cits incurred during the period of maximum 
spending in the Winter and Spring. This im- 
provement in the ratio of receipts to expendi- 
tures has been due partly to a rise in receipts, 
but mainly to a decline in expenditures. Re- 
ceipts amounting to $920,000,000 were 43 per 
cent larger than in the third quarter a year ago, 
and larger also than in any intervening quarter. 
Expenditures, on the other hand, were sub- 
stantially lower than in preceding quarters, 
though higher than in the third quarter of last 
year. The following table, comparing the fig- 
ures of receipts and expenditures, together 
with the deficit, by quarters, will show what 
the trend has been over the past twenty-one 
months: 


Government Receipts and Expenditures 
(In Millions of Dollars) 


Calendar Quarterly Total Total 

Year Period Receipts Expenditures* Deficit* 

1938 Jan.-Mch. ........... $499 $1,117 $ 618 
Apr.-June 1,366 808 
July-Sept. 909 237 
Oct.-DEC. ..cccccocoee 1,712 915 
Jan.-Mch., 2,226 1,389 
Apr.-June 2,257 1,447 
July-Sept.** .... 1,444 525 


*Includes expenditures for statutory debt retirement. 
**Through September 25. 


Analysis of receipts reveals the principal 
sources of increase to have been the processing 
tax on farm products, income taxes, miscella- 
neous internal revenue and seigniorage. The 
latter item, which in the past two months has 
reached $50,000,000, represents the “profit” 
taken when the Government purchases silver 
bullion at the market price of around 50 cents 
an ounce (or 64% cents for American mined 
metal) and then transfers it to the monetary 
silver fund at a valuation of $1.29 an ounce, 
crediting the mark-up to its “receipts.” 

Expenditures during the third quarter of this 
year dropped below those of the preceding 
quarters mainly because of reduced expendi- 
tures by the R.F.C. which during the early 
part of the year was called upon to make large 
disbursements in connection with purchases of 
bank preferred stocks and debentures, and al- 
locations of funds for the use of other Govern- 
ment agencies for relief purposes, including 
the C.W.A., farm mortgage relief, commodity 
loans and subscriptions to capital stock of the 
Home Owners’ Loan Corporation. Moreover, 
expenditures in the third quarter included 
nothing towards the sinking fund, which, of 
course, must be made up sometime later during 
the fiscal year. 

As compared with the third quarter a year 
ago, expenditures of the quarter just closing 
show an increase of $594,000,000 of which 
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$517,000,000 comes under the classification of 
“emergency.” The purposes for which these 
emergency expenditures were made, and the 
amounts, together with comparative figures for 
the third quarter of last year, are listed in the 
table below: 


Government Emergency Expenditures, 1933-1934 
(In Millions of Dollars) 
July 1 to Sept. 25 
1933 1934 
Agricultural Adjustment Admin 9 $ 78 
Farm Credit Administration 14 
Federal Land Banks 6 9 
Federal Emergency Relief Admin _ 
Civil Works Administration — 
Emergency Conservation Work 
Department of Agriculture—Relief 
P.W.A.—Tennessee Valley Authority.. 





P.W.A.—Loans to railroads 
P.W.A.—Loans, grants to states, etc 
P.W.A.—Public highways 
P.W.A.—Boulder Canyon project.... 
P.W.A.—River and harbor work 
P.W.A.—Subsistence homesteads ..... 
P.W.A.—Other 
Federal Savings & Loan Assns 
Emergency housing 
Reconstruction Finance Corp 
Admin. for Industrial Recovery 








Total emergency expenditures $797 
C—Excess of credits (deduct). 


The table shows the diminished activity of 
the R.F.C. since a year ago, the increased im- 
portance of the P.W.A. as an agency for 
“priming the pump,” and the larger expendi- 
tures for direct relief. Since the beginning of 
the current fiscal year on July 1 the R.F.C.’s 
payments into the Treasury have exceeded its 
drafts against the Treasury by $141,000,000 as 
a result of large repayments by borrowers, de- 
creased demand for new loans and the sale to 
the public of municipal bonds from its port- 
folio. The marked expansion of the Home 
Owners’ Loan Corporation and the Federal 
Farm Mortgage Corporation, whose bonds are 
guaranteed but are not direct obligations of 
the Government, has eased the demands upon 
credit agencies financed wholly from Govern- 
ment funds. Up to August 31 a total of $1,- 
324,000,000 of H.O.L.C. bonds and $625,000,000 
of F.F.M.C. bonds had been issued, and the 
combined direct and indirect debt on that date, 
including R.F.C. debentures held outside of the 
Treasury, exceeded $29,000,000,000. 


Expansion of Foreign Cotton Growing 


We have already referred in passing to the 
decline in the exports of American cotton this 
season, and to the increased competition which 
the American staple is meeting abroad from 
cotton of foreign growth. This is a subject of 
which all Americans who come in contact with 
foreign cotton circles are hearing a great deal, 
and manifestly it is one of great importance, 
affecting directly a very large section of this 
country and indirectly our entire economy. 
Cotton normally constitutes the largest single 
item in our export trade, more than half the 
crop being shipped, and in some years the 





value of our cotton exports has represented 
over 20 per cent of total exports. If there is 
danger that this trade may be permanently 
curtailed by foreign competition it obviously 
adds very much to the complexities of the agri- 
cultural situation, and places a great respon- 
sibility upon the agencies which are determin- 
ing governmental policies with respect to 
cotton. 

It was recently stated by a Government 
authority that more than fifty foreign coun- 
tries were growing cotton. As a matter of 
fact a study made by the International Insti- 
tute of Agriculture in 1926 listed seventy-four 
countries growing the crop in some degree, 
and while in the majority of them the quan- 
tities produced are insignificant and the areas 
incapable of much expansion it is evident that 
there are a number ready to grasp at the scep- 
ter of King Cotton if the United States should 
elect to lay it down. 

The present interest in the situation arises 
from the fact that while production of Ameri- 
can cotton has been curtailed for three conse- 
cutive years the production of foreign growths 
has advanced very rapidly, as shown by the 
following table from the New York Cotton 
Exchange Service: 

Cotton Production (Thousands of bales) 
American cotton in running bales; 
foreign in equivalent 500-Ib. bales 
1924-25 1934-35 
1928-29 (preliminary) 
Average 1931-32 1932-33 1933-34 estimates 
American 15,172 16,877 12,961 12,715 9,142 
Foreign 12,646 13,225 
Total 25,361 22,367 
Percent American 59.5 x J 50.1 40.9 

The 1934-35 figures are tentative and accord- 
ing to some other reports may prove high. 
Even so, the figures reveal an extraordinary 
reversal, within three years, in the proportions 
of American and foreign cottons in the world 
crops. Clearly the shift to the use of foreign 
cottons will be very much greater this season 
than last. Prices of Indian and other cottons 
abroad are substantially below their normal 
relationship to American, and spinners natur- 
ally substitute them as much as considerations 
of character and quality permit. 

It is important to understand that the shift 
shown by the figures is in no way accidental, 
but is the natural and inevitable response of 
foreign growers to changing economic factors. 
It is due not to better than average growing 
conditions, except in small degree, but to in- 
creases in foreign acreages, and the basic rea- 
son for the acreage increases is that cotton 
has become relatively more profitable than 
other crops, especially since the price advance 
began a year and a half ago. This traces the 
main cause back to the United States, for it is 
admittedly the policy of crop destruction and 
restriction followed here which has raised the 
price. 





History of Foreign Competition 

American cotton growers have always been 
rather complacent toward foreign competition. 
At times in the past they have been aroused 
by some especially marked increase in for- 
eign yields lasting over two or three seasons, 
stimulated by short crops and high prices for 
American, but the outcome has always been 
that a return to larger crops and lower prices 
here has slowed up other growths again, and 
the “menace” has passed over. During our 
Civil War there was a rapid expansion of for- 
eign cotton growing. The Egyptian and Indian 
crops rose from around 100,000 and 600,000 
bales, respectively, before the War, to above 
500,000 and 2,000,000 in 1865. Subsequently, 
however, there was a slump. Egypt recovered 
earliest, and equalled the 1865 crop in 1873, 
but the Indian crop was not again as large, 
with one exception, for twenty-one years. 
Brazil under the War influence became a cot- 
ton producer of some importance, exporting 
to Great Britain in 1868 637,000 bales (of 
around 200 Ibs. each). Thereafter, although 
she made a valiant effort to hold her position 
against reviving American production, she lost 
ground steadily, until in the low price era of 
the 90s her cotton export trade almost dis- 
appeared. 

The most recent experience, familiar to 
everyone, was the expansion abroad which 
followed the short American crops of 1921, 
1922 and 1923. These led to prices as high as 
37 cents in the latter year, and soon thereafter 
the increase in foreign growths became the 
leading topic in the trade as it is today. From 
6,880,000 bales in 1921-22 foreign crops rose 
to 10,399,000 in 1925-26. However, the larger 
American crops after 1923 and the price de- 
cline culminating in the Fall of 1926 slowed 
down the expansion, and after a brief gain in 
1928 and 1929 the total of foreign growths 
once more fell below 10,000,000 bales in 
1931-32. 

Based upon these historical experiences with 
spurts that were not sustained, and certain 
of the natural advantages of the American 
cotton belt over other areas and the superior 
quality of the staple, American growers have 
felt secure in their supremacy. But there is 
an obvious difference between the present and 
past situations, for while the short American 
crops of the past were natural calamities and 
were naturally followed by compensating 
larger crops, those of the present are arbitrar- 
ily restricted and the policies that will follow 
the restriction are still subjects of uncertainty. 
If the limitations are to be continued no reli- 
ance can be placed on these precedents. 

Old and New Cotton Areas 

In some foreign countries such as India, 
China and Egypt cotton production is well 
established as part of the agricultural pro- 
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gram, and in these countries considerable var- 
lation takes place from year to year in re- 
sponse to changing economic conditions, just 
as in the United States. In short, they are 
prompt to expand, but equally prompt to cur- 
tail, and will do so if American crops increase 
again and prices decline. Moreover, the acre- 
age planted in these countries in a favorable 
year such as this one is likely to represent al- 
most the practicable maximum. 

In Egypt within the past five years the cot- 
ton area has fluctuated between 2,160,000 
acres (in 1930) and 1,135,000 (in 1932), and the 
former is about the limit that can be given to 
cotton after planting necessary food and feed 
crops. The preliminary estimate this year is 
1,798,000. Any increase over 2,160,000 would 
require extensive and costly irrigation and 
drainage systems to reclaim waste lands, and 
the capital expenditure is unlikely. 

In India, with its 300,000,000 population, 
food crops are of first importance. The peak of 
Indian cotton acreage came in 1925-26, and it 
is not expected to be equalled even this year. 
In China the increase in the past two years 
has been impressive, from 1,106,000 bales in 
1931-32 to well over 2,000,000 estimated for 
the current season. However, the require- 
ments of food production limit the cotton 
acreage, and the area where cotton growing 
might be expanded lacks adequate transporta- 
tion, which is a double handicap in that it 
makes both the export of cotton and the im- 
port of food an expensive process. Hence food 
comes first. 

Russia is both an old and a new cotton 
country. The expansion in acreage which took 
place a few years ago brought most of the land 
now available for cotton into the production 
of that crop. Developments on new lands are 
being promoted, but the physical handicaps, 
including high transportation costs and need 
for irrigation, are heavy, and current reports 
are rather unfavorable. It is the opinion of 
both the Department of Agriculture and pri- 
vate experts that Russia has reached her prac- 
tical maximum, pending large capital expendi- 
tures and establishment of better growing 
practices. Moreover, her consumption is cer- 
tain to expand as rapidly as her production, in 
view of the needs of the people, and her crop 
does not figure in world markets. 

All the countries mentioned can be expected 
to push their cotton production to a maximum 
when American cotton is scarce and high, and 
conversely to curtail when American is abun- 
dant and cheap, or other crops relatively high- 
er. There are in addition certain new or poten- 
tial areas where the stimulus given to cotton 
growing during periods such as these may 
result in permanent gains in production. In 
these countries the development of cotton 
growing is frequently in the hands of the Gov- 
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ernment, or private promotional associations 
and development corporations play the prin- 
cipal role. Large capital expenditures have 
been made, and agricultural programs are less 
flexible. Hence production gains are likely to 
be held, or approximately so, even when the 
other countries are contracting. In the main, 
however, these countries are small and all 
their crops put together a minor factor. 

Continuous efforts have been made to de- 
velop cotton growing in new countries within 
the British Empire by the Governments con- 
cerned and by the British Cotton Growing 
Association, an organization supported by 
Lancashire spinners. Production in these new 
fields (Africa, Australia and certain islands) 
expanded from 100,000 bales (of 400 Ibs. each) 
in 1922 to 440,000 in 1926. Further growth 
has been slow, the 1933 total having been 518,- 
800. Lord Derby, President of the Association, 
stated at the annual meeting last May, that 
“with any luck at all” these countries could 
produce 1,000,000 bales. This is a creditable 
performance, but the figure is small as com- 
pared with our production. The highest hopes 
entertained have been for the Sudan, but a 
recent analysis of the Sudan situation made 
by P. K. Norris of the U. S. Department of 
Agriculture appears to be chiefly a recital of 
difficulties. It notes that the financial returns 
from the irrigation projects have fallen far 
short of estimates (to be sure the depression 
has intervened), that various production prob- 
lems have not been solved, and that in no year 
has the crop exceeded 10 per cent of the early 
estimates of its potentialities. 

Cotton production in Asia Minor, Mexico, 
Peru and other countries has been expanded 
since the War, and the acreage where reports 
are available generally shows increases this 
year, though the crops may not be larger in all 
cases. Manchuria is engaged in cotton grow- 
ing, with 198,000 acres in production this 
season. 

In all these countries the possibilities are 
quite limited, but cotton, an exportable cash 
crop, is valuable to their national economy, 
and the situation is helping business condi- 
tions. 

Brazil May Become Large Producer 

We have reserved for a fuller description 
the country which has had the most rapid 
growth of all in the past two years and has the 
greatest possibilities of future expansion, which 
is Brazil. The late Arno S. Pearse, for many 
years secretary of the International Federation 
of Master Cotton Spinners and Manufacturers 
Associations, devoted much time to personal 
surveys of cotton-growing possibilities in vari- 
ous countries, and published several books on 
the subject, and Brazil was the one country 
which engaged his enthusiasm. He states in 
his book “Brazilian Cotton” (1921) that no 


other crop is more suited to Brazil, that the 
yields are “phenomenal,” and that “cotton is 
bound to assert itself.” He pointed out at that 
time that “what Brazil has produced, and ex- 
cellent qualities are grown, has been achieved 
without the least human effort toward im- 
provement. All is the spontaneous work of 
bountiful natural conditions.” 

At that time Brazil was producing around 
400,000 bales (478 lbs.) annually. This in- 
creased to 660,000 in 1924-25, thence dropped 
below 400,000. But in the current year the 
combined total of the Southern crop harvested 
from May to July, and the Northern crop har- 
vested from August to January, is officially 
estimated at the equivalent of 1,250,000 Amer- 
ican bales. Moreover, private reports from 
Sao Paulo suggest that the next Southern crop 
may be increased by 50 per cent or more over 
this year’s figure of 500,000, if the labor is 
available. 

This is entitled to be called a boom, verify- 
ing Mr. Pearse’s 1921 estimate of the possibil- 
ities. He made a great point at that time of 
the handicaps due to inferior ginning, picking, 
classing and handling, and the lack of unifor- 
mity of fiber caused by mixing seed. There is 
evidence, however, that under the leaders who 
have developed the cotton-growing industry 
since that time conditions have been improved 
to a point which satisfies Manchester spinners. 
Brazilian cotton has a good name for quality, 
comparable with American. It is of better 
staple than most of the chief foreign crops, 
and is sold against American standards. 

The extent to which Brazil could conceiv- 
ably raise her cotton production, if conditions 
should continue highly favorable over a period 
of years, is undoubtedly much greater than 
any other country. Her land area suitable for 
cotton is larger than that of the United States, 
and her yields are higher. Of course she is 
relatively deficient in transportation and hand- 
ling facilities, and the labor supply is by no 
means adequate to support a continuous rapid 
expansion. The speed of the present growth 
is due to the greater profits to be obtained in 
cotton at present prices compared with coffee, 
and any reverse change in this relationship 
would doubtless check cotton growing. How- 
ever, it is not to be overlooked that deveiop- 
ment work has now been done and capital in- 
vested in the industry, and as costs of produc- 
tion are believed to be lower than in the 
United States it is probable that Brazil will 
continue to grow cotton for export on a sub- 
stantial scale, even under conditions less favor- 
able than now exist. 

Decision in American Policies Necessary 

The history of foreign cotton crops has 
shown that there is a natural upward trend 
in them due to the extension of production in 
new areas, and that this trend is speeded up or 
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retarded as American crops are small or large. 
Ordinarily the expansion would not be rapid 
enough to exceed the normal growth of con- 
sumption, and hence would not reduce perm- 
anently the share of the United States in the 
world cotton markets. The foregoing figures 
give a plain indication, however, that the 
policy of restricting production and raising 
prices in this country, even though it leaves 
available a more than ample supply of Amer- 
ican cotton, leads to expansion of competitive 
growths, restricts the consumption of Amer- 
ican, and so perpetuates the surplus problem. 
It induces the old countries where cotton is 
long established to grow it to their full ca- 
pacity, and if continued long enough it may 
induce capital expenditures which will increase 
their capacity. It stimulates rapid expansion 
wherever practicable, as in Brazil, and after 
cotton growing is well established nothing 
short of another economic debacle is likely 
to drive it out again. 

The experience will be recalled of the British 
rubber producers. Prior to the Stevenson 
plan they had as large a share of the world 
rubber market as this country has of the world 
cotton market. As a result of that plan they 
lost part of their market to the Dutch, while 
the surplus problem still persists. The ex- 
perience of the Cuban sugar producers and 
their effort in 1926 and thereafter to hold up 
the sugar market through crop restriction, 
and the lesson of the stimulation given to the 
mild coffee crops, prior to the depression, by 
Brazil’s coffee valorization scheme, also il- 
luminate the cotton situation. 

On the other hand, it has been demonstrated 
in the past that competition with American 
cotton is not permanently effective, and expan- 
sion is quickly checked, if the American grow- 
er is free to respond to the same price influ- 
ences which affect foreign growers, and to 
increase his own crops. 

Evidently a decision as to policy in the cot- 
ton program of this country is called for. Mr. 
Tugwell, the Under-Secretary of Agriculture, 
has stated that “the time is at hand when the 
temporary and emergency program must be 
transformed into something of a permanent 
policy.” He recognizes that “the people of the 
South abhor the thought of ever surrender- 
ing dominance in the world’s markets,” but 
adds “I doubt if you will care to enter into 
world competition again for six-cent cotton.” 

If American producers seek to obtain a price 
above what other countries are willing to grow 
cotton for they must expect to sell less, and 
many of them will have to give up cotton 
growing for other occupations. The violent 
economic adjustments that would be necessary 
as the result of permanent wholesale restric- 
tion of the cotton crop are scarcely to be con- 
templated. If on the other hand American 
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producers elect to compete in world markets 
they have great natural advantages to enable 
them to do so. 

It is stated that it is the standard of living 
of the cotton growers which is really at stake, 
that for reasons of national welfare they 
should not attempt to compete with foreign 
cotton produced under living conditions lower 
than the very worst in this country. With all 
respect, the way to improve the growers’ stan- 
dards of living is to increase the efficiency of 
their operations, as the agricultural depart- 
ments and colleges are doing, so that they 
may produce more cotton on fewer acres, and 
at lower costs. There is a basic contradiction 
in the allegation that the standard of living 
in the country with the greatest natural advan- 
tages is determined by other countries less 
favored. We lack space to go fully into the 
economic factors which control the cotton 
farmers’ living standards, but it is safe to say 
that they are largely in the field of domestic 
cost and price relationships, and agricultural 
practices, and hence are internal rather than 
external factors. 


Plans for Creating Purchasing Power 





There is common agreement that the state 
of depression and unemployment indicates a 
lack of purchasing power in the hands of the 
people, and a great many plans have been pro- 
posed for overcoming this condition. The 
latest, said to have originated in California, but 
to be spreading rapidly eastward, is to estab- 
lish Federal pensions of $200 per month for 
all persons who have reached the age of sixty, 
with provision that the recipients shall spend 
the full stipend each month. That this scheme 
responds to a long felt want is evident not 
only from the enthusiasm which it is said to 
inspire, but from the number of proposals 
which embody the idea that Treasury expen- 
ditures for the support of the indigent not 
only serve that purpose but are of themselves 
a new source of purchasing power and a well- 
spring of general prosperity. 

It is important to distinguish between the 
two considerations. Throughout civilized so- 
ciety there is practically no dissent to the 
sentiment that the weak, unfortunate and help- 
less members of the community shall be pro- 
vided with the common necessaries of life at 
the public expense. This is a tribute which 
humanity owes to its own kind, in the name of 
its common origin. How liberal such a policy 
of support should be is not at this point an 
issue. The point here is that such outlays 
always have been recognized as expenses, 
borne by the rest of the community and dimin- 
ishing its ability to use purchasing power for 
other purposes. 

A proposal to establish old-age pensions also 
is one which has standing as a question of 
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public policy, and we need not enter into a 
discussion of it in detail. A number of na- 
tions have such systems, but everywhere they 
are recognized as an expense item in the 
budget, to be covered by taxation. The argu- 
ment for them has been that the aged have 
borne in their time a useful part in upbuilding 
the national wealth, and that the national in- 
come is sufficient to bear the award of this 
additional compensation when their earning 
powers have declined. The idea that pensions 
may be a source of new national wealth has 
not been a factor in them. 

Evidently it is a very important innovation. 
If accepted as a sound principle it provides a 
most persuasive appeal for every proposal to 
appropriate Treasury funds or use the Govern- 
ment credit. Indeed, if it is true, the individual 
merits of any proposal become of only com- 
parative importance, since all have this ele- 
ment of good, even possibly, to the satirical 
suggestion attributed to Governor Talmage of 
Georgia, that money in bundles be scattered 
from airplanes. However, we have many old 
adages which have been passed down to us 
as embodying the common sense conclusions 
of mankind and which have bearing on this 
idea: Such as “Save for the rainy day,” “You 
cannot eat your cake and have it too,” “You 
cannot have it both ways,” “You cannot lift 
yourself over the fence by your bootstraps,” 
etc. These warnings imply that always there 
have been people who did not keep their feet 
on the ground. The adages are in accord with 
the commonly accepted principle that since 
the Government obtains its own support from 
the people, it is irrational to suppose that it 
has resources for supporting the people. 

This may be said to be evasive comment, 
since the Government has power to extract 
from the portion of the people possessing 
wealth and income the sums proposed for dis- 
tribution to others. The rejoinder, however, 
shifts the argument away from the assumption 
that new purchasing power will be created, 
back to an agreement that Government expen- 
ditures can be properly made only as the Gov- 
ernment obtains funds from the public. We 
insist that it is of the utmost importance to 
separate the two motives for expenditures and 
distinguish between them, for they are con- 
stantly intermingled in the public mind. The 
final answer to all the questions involved must 
come from an understanding of the origin of 
wealth and purchasing power, the means by 
which they are normally distributed, and the 
confusion which must result from efforts of 
the Government to accomplish an enforced 
distribution. 

The Decline of Purchasing Power 

So much has appeared in these columns 
about the disruption of price relations result- 
ing from the war, that we need not give much 


space to it here. Briefly summarized, the 
story is that the war gave an abnormal stimu- 
lus to production, wages and prices, which 
induced the creation of a great body of indebt- 
edness, and that after the post-war peace- 
boom had exhausted itself the war-time and 
boom-time prices could not be maintained, but 
declined very unevenly. The Secretary of Ag- 
riculture has told how the war demands by 
Western Europe for farm products stimulated 
a great increase of production outside of Eu- 
rope, and that recently Europe has practically 
excluded our farm products from her markets. 
This change of trade relations has led him to 
apprehend that 40,000,000 to 50,000,000 acres 
of farm lands must be retired from cultivation, 
which if true means a grave unsettlement of 
this basic industry. 

Table 9 of Senate Document No. 124, as re- 
produced in our August number shows that 
the income of Agriculture in 1932 was less 
than 30% of that of 1929. The same table 
shows that the income of the construction in- 
dustry was less than 15% of that of 1929. Con- 
struction work was held back during the war, 
except as devoted to war purposes, with the 
result that it was abnormally stimulated at the 
end of the war, at excessive costs and subject 
to excessive indebtedness. This war stimulus 
and resulting speculation and use of credit 
permeated the entire economic system. 

In the Appalachian Coal case decided in the 
Supreme Court last year, Chief Justice Hughes, 
in rendering judgment, reviewing the state of 
the bituminous coal industry, said: 


The findings of the District Court, upon abundant 
evidence, leave no room for doubt as to the economic 
condition of the coal industry. That condition, as 
the District Court states, “for many years has been 
indeed deplorable.” Due largely to the expansion 
under the stimulus of the Great War, “the bituminous 
mines of the country have a developed capacity ex- 
ceeding 700,000,000 tons” to meet a demand “of less 
than 500,000,000 tons.” 

The board of mediation in the textile indus- 
try recently appointed by President Roosevelt 
in its lengthy report to him, describing the 
troubles of the industry made the following 
reference to the effects of the war upon it: 


During the war the industry expanded enormously 
in order to meet unusual war conditions. Mills which 
had formerly been operated on a one-shift basis began 
to run two shifts or more. After the war, demand 
fell off and the industry found itself overexpanded. 
Even during the boom years before 1930 the cotton 
textile industry as a whole was not considered pros- 
perous. 

Obviously the difficulties of every industry 
reacted upon all the others with cumulative 


effects. The Monetary Remedy 


All of the foregoing has bearing upon one 
of the most strenuously urged plans for creat- 
ing purchasing power, viz: by inflating the 
currency. It is based upon the theory that 
there is scarcity of money with which to trans- 
act business, although at no time since 1929 
has the stock of money been less than in that 





year. The plan disregards the obvious truth 
that commodities and services are purchasing 
power in themselves and that more than 90% 
of the trade of the country settles itself in the 
busiest times without the use of money; also 
disregards the evident disruption of trade re- 
lations between the several sections of the pro- 
ductive system, which fully accounts for the 
appearance of surpluses, and the fall of prices, 
loss of purchasing power and increase of un- 
employment. 

Moreover, the injection of more money or 
Government credit into such a situation on a 
large scale introduces a new unbalancing in- 
fluence. The basic principle of the economic 
system is the exchange of services. The trade 
of the country, left to itself, practically settles 
itself daily through more than 400 clearing 
houses. Each section ships out its own prod- 
ucts and receives practically corresponding 
values from the rest of the country or world. 
If now the Government enters the construc- 
tion field with great expenditures for projects 
which are prompted largely by the motive to 
provide employment, and from which any 
other possible return must be delayed for many 
years, where is the compensating flow to the 
body of taxpayers who must currently pay the 
cost, or if that is covered by loans keep up the 
interest payments? The national economy 
must balance, as it normally does, in the ex- 
changes between the different groups and sec- 
tions of the industrial system, but to take 
capital from the body of the people by taxation 
or loans for investment in works which will 
produce no income in the near future must 
tend to aggravate rather than remedy the dis- 
orders of an unbalanced economy. 

There is a tendency to think of these expen- 
ditures of capital upon construction work as 
though they were of the same continuing and 
self supporting character as the regular ex- 
changes which settle themselves as they go 
along and may go on perpetually. This dis- 
cussion is about emergency expenditures, 
prompted by other purposes than those of 
ordinary business investment, and from which 
no early returns are probable. It is evident 
that the temporary stimulus given to general 
business by the disbursement of capital funds 
would not compensate for sinking the funds 
permanently, with no expectation of return; 
and so it is a fair question in each case, 
whether the prospect of a return justifies the 
taxation or borrowing which supplies the 
funds. The emergency investments cannot go 
on indefinitely without producing returns and 
the direct stimulus of disbursements will cease 
when they cease. 

An Example of Public Werks 

In order to make clear the meaning it is 
always desirable to reduce general statements 
to concrete terms and to illustrate the fore- 
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going the appropriation to improve the Mis- 
souri river from Kansas City to Sioux City 
for navigation, may be named as an example, 
and that project may be compared with the 
reconstruction of the Erie canal by the State of 
New York about twenty-five years ago at a cost 
of approximately $230,000,000. The possibil- 
ities of the Erie canal for business would seem 
to compare quite favorably with those of the 
Missouri river project. It has twelve feet of 
water at all times, which probably is twice as 
much as by any possibility can be assured to 
the river, and it is located in a populous re- 
gion, passes through numerous important 
cities and is on the main line of traffic between 
the Middle West, the Great Lakes and the 
Seaboard. The canal is maintained and the 
fixed services operated by the State free of 
tolls upon traffic, but it is credibly stated that 
the State could well afford to ship by rail at its 
own expense all of the freight which passes 
through the canal, if by doing so it could be 
relieved of the operating and upkeep costs, 
saying nothing of a return on the investment. 
Would anybody maintain that the benefits de- 
rived from the construction expenditures have 
compensated the State for its investment up 
to this time or that a multiplication of such 
investments would make for prosperity? In- 
cidentally it may be mentioned that the Mis- 
souri river appropriation contains a provision 
that the minimum wage for common labor em- 
ployed on the project shall be 45 cents per hour 
and of skilled labor $1.10 per hour, the pur- 
pose being to set a standard for private busi- 
ness. This illustrates the combination of mo- 
tives avowedly prompting such appropriations. 

The above statement of the original cost of 
the reconstruction and improvement of the 
Erie canal would not have its full significance 
if we did not add that a total of $163,800,000 
of bonds were sold for the work, of which ap- 
proximately $151,000,000 are still outstanding. 
Inasmuch as the rate of interest has averaged 
about 4%, the interest payments have about 
doubled the State’s investment in the recon- 
struction enterprise. 

There is a socialistic slogan that “production 
should be for use and not for profit,” but if 
“use” is defined to include disbursement with- 
out the prospect of a return which can be used 
elsewhere,—in other words of a return which 
will reproduce the value sunk—all of the avail- 
able capital of the country might be tied up in 
such enterprises, after which “production” and 
“use” of that kind would certainly come to 
an end. The theory would have run itself 
into the ground. The rule that capital should 
be invested with some regard for prospec- 
tive results is necessary to keep the limited 
capital fund from being wasted. Furthermore, 
common sense would seem to dictate that 
projects which promise the largest usefulness 
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should be selected first, which is simply the 
test of private enterprise and the means by 
which economic development is kept in balance. 


The Use of Credit Currency 


There is a tendency to theorize in a vague 
way that somehow the Government, by means 
of its credit and sovereign power can maintain 
the equilibrium which would be disturbed by 
the diversion of private capital into long-term 
investments promising no early returns. But 
as said above, the use of such powers would be 
another disturbing influence. If expenditures 
of the class under discussion were financed by 
the creation of Reserve credit or legal tender 
currency, consideration would have to be given 
to the danger that the monetary system would 
be unsettled, and that even apprehensions of 
such developments might have serious effects. 

The problem is one of dealing with realities, 
for the Government is only the agent of the 
people. Its undertakings are their undertak- 
ings and debts can be liquidated only by the 
creation of values. 

Credit is the economic term for Faith, and 
Faith has been forever defined as “the sub- 
stance of things hoped for, the evidence of 
things not seen”; but the credit under con- 
templation here is a mortgage on future pros- 
perity, which will not be good security until 
we have learned how to create the reality. 


The Country’s Tax-Paying Capacity 


If the theory that disbursements to the in- 
digent and unproductive members of society 
constitute a new stream of purchasing power 
flowing into the channels of trade is discarded 
as visionary, and it is agreed that large expen- 
ditures financed by Reserve credit or legal 
tender issues would be imprudent, then there 
remains the question of how far the Govern- 
ment can safely go with the policy of trans- 
ferring wealth from the portion of the com- 
munity which possesses it to the support of 
those who are in need. Undoubtedly the opinion 
prevails that there are vast holdings of surplus 
wealth which may be so converted. The first 
comment to be made upon this belief is that the 
great body of existing wealth is in the form of 
fixed property, such as farms, business blocks, 
warehouses, residences, factories, industrial 
equipment, etc., etc. Such property cannot be 
distributed or sold for distribution for the pur- 
pose in view. Much of it is already mortgaged 
and real estate mortgages are not in high favor 
at present. About the only practicable collec- 
tion of taxes in times like these is out of cur- 
rent income, and that must be mentioned with 
reserve. 

In the August issue of this Letter we gave 
the figures for the distribution of the total 
national income in the four years 1929-1932, 
and last month we gave profits of all corpora- 


tions over a term of years, and refer the reader 
thereto. These figures show that in the years 
1930, 1931 and 1932 the proprietors of business 
in the aggregate suffered heavy losses of work- 
ing capital. Official figures for 1933 are not 
yet available. Although some recovery oc- 
curred in that year, the net earnings certainly 
were much below normal. We have already 
mentioned that the capital in fixed investments 
cannot be converted for distribution either for 
tax-payments or operating expenses. The 
losses fall upon working capital, which is only 
a margin of the whole, and none too large a 
margin to finance a recovery of prosperity. 
These losses in the three years named aggre- 
gated about Ten Billion Dollars, not including 
unearned dividends paid to shareholders, which 
were maintained through reluctance to discon- 
tinue them, but which represent a loss to work- 
ing capital. 

The Business Organization plans and directs 
all of the economic activities, provides the em- 
ployment, the income, the daily production 
and distribution of the necessaries of life to 
all of the people. This Organization has de- 


veloped through all of the past, and anything 
like a general breakdown and suspension of its 
activities would mean anarchy. Wage-earners 
are as much dependent upon it as stockholders. 
It is not in the interest of the wage-working 
class that the working capital of the industries 


shall be dissipated in losses year after year. 
Every bankruptcy and suspension of operations 
means more workers out of employment. The 
entire program of unemployment relief, what- 
ever it may be, and of support for all the activi- 
ties of the Governments, national, state, and 
local, depends upon the maintenance of the 
Business Organization. A.large proportion of 
the industrial companies have had losses year 
after year since 1930 and are seriously weak- 
ened by them. 

In 1929 the total value of all goods and ser- 
vices entering trade in this country was $83,- 
032,000,000, and 48,830,000 persons were “gain- 
fully employed,” to use the language of the 
Census. Hence if the total national income had 
been divided equally among the “gainfully em- 
ployed” the amount for each one would have 
been about $1,700, which is less than the 
amount commonly named as required to pro- 
vide a decent living for the average family. 
This would be without any provision for new 
capital to carry on the improvement and de- 
velopment of the industries, by which the stan- 
dard of living in this country has been raised 
to the highest level in the world. 

Furthermore, this average of $1,700 was ac- 
complished by the Business Organization, 
including, as it does, the army of specialists in 
all lines of efforts, working together to the 
common purpose. It is an intricate, highly in- 
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terdependent organization, which rapidly 
loses its efficiency if thrown into confusion. 
What would be the result of a continuing in- 
crease of the present disorganization. Some 
idea can be formed from the drop of aggregate 
income in the period 1929 to 1932 from $83,- 
000,000,000 to $39,365,000,000. Something of 
the effect upon wage-workers may be judged 
by the fall in the total of wages and salaries 
from $52,793,000,000 in 1929 to $31,533,000,000 
in 1932. These results were caused by dis- 
organization in the system, a partial blockade 
of the exchanges, although in the main the 
producing companies were able to carry on. 
Surely the preservation of the organization 
from further disintegration is a matter of vital 
importance. 

We commend a careful study of income dis- 
tribution and of corporation earnings to any 
one who assumes that great sums of surplus 
income may be easily extracted from a com- 
paratively small group of tax-payers to finance 
the class of investments under discussion. 

This article is about “Plans for Creating 
Purchasing Power,” and we are discussing the 
confusion of the philanthropic or altruistic 
motive with economic principles, without any 
purpose to depreciate the former, which is en- 
titled to full consideration in its place. The 
point simply is that a great deal more money 
will be available for philanthropy if business 
is conducted on sound economic principles. 
Everyone will agree that the best relief for 
the unemployed is employment, and any one 
who will read the profit figures of the indus- 
tries even in the prosperous years 1923 to 1929 
can see that if their expenses had been mate- 
rially higher nothing would have been available 
for philanthropy and that if the conditions of 
the last four years should continue, the system 
would be on the way to ruin. 


The Lesson of the Last Five Years 


The general policy of the industries since 
1929, as influenced by governmental policy and 
public opinion, and as deliberately adopted by 
managements, has been that of attempting to 
maintain wages and prices against downward 
economic pressure, always on the theory that 
the war-time and boom-time conditions were 
a new norm which should be maintained. 
As a matter of fact they were not maintained 
and it seems to be rational to carefully inquire 
why. Nobody can afford to be dogmatic in his 
opinions; everybody wants to see the country 
rise out of the depression, and most intelligent 
people believe that when conditions are right 
the country will enter upon a period of better, 
sounder and more abundant prosperity than 
that of the period 1915-1929 or any other period 
of the past. 

Reviewing the period since 1914, and for the 
moment leaving money, wages and prices in 
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the background, it seems to be apparent that 
the changes in physical production and trade 
have been the master influence in all the other 
changes. Violent changes in wages and prices 
have been primarily caused by violent fluctua- 
tions in the demands on the industries, thus 
reflecting the influence of the law of supply 
and demand. (Incidentally it seems foolish to 
talk about having a monetary system or sys- 
tem of prices which would not reflect the in- 
fluence of supply and demand.) The brief 
reference above to a few of the leading in- 
dustries indicates the tremendous pressure 
that all production and business were under 
during the war. When the war and boom 
periods were over the pressure relaxed, and 
prices began to give way. All sentiment and 
all business were opposed to the tendency and 
even today this sentiment and opinion are 
strongly affirmed. 


Recently a gentleman very highly regarded 
in the business world, and who has been ac- 
tively concerned in the formulation of codes 
under the National Recovery Administration, 
delivered a carefully prepared address to an 
Association of retail merchants in the north- 
west, in which he set forth this view with the 
utmost sincerity and fervor. We quote briefly 
from his description of the collapse of prices in 
the cotton goods industry: 

In December 1929 within 60 days after the stock 
market broke badly in October a small manufacturer 
near Philadelphia, with less than 200 employees, pro- 
ducing a semi-finished product cut wages 15% -to 


obtain business to maintain sales to offset cancella- 
tions of orders. 

That concern had started within two years on a 
limited capital and was in competition with a large 
mill where the proprietor had been employed. That 
15% wage reduction and the subsequent cut in the 
price of the products sold by that mill broke the 
entire price structure on total sales of hundreds of 
millions of dollars of one of the oldest established 
industries in the United States. 

It was followed within ten days by a competitor in 
Rhode Island, then by several others in New England 
and quickly spread throughout every division of that 
industry, which in turn compelled every self-contain- 
ed mill performing all of the processes from the raw 
material to the product ready for consumption to cut 
wages to meet the competitive prices of those buying 
the semi-finished materials from the competitors of 
that mill which made the original wage cut. 

And, of course, that started the stampede. 


While this description no doubt is accurate 
as far as it goes, does it completely account 
for the fall of prices and unemployment since 
the depression began? Is it possible to ignore 
the conditions in agriculture as described by 
Secretary Wallace, the conditions in the coal 
industry referred to by Chief Justice Hughes, 
the conditions in the textile industry described 
by the Textile Mediation Board, the conditions 
in the construction industry, in the securities 
markets, the credit situation, and other condi- 
tions affecting the purchasing power of tens of 
millions of consumers, and assume that but for 
the price cuts inaugurated by a small manu- 
facturer near Philadelphia prices and employ- 
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ment in the textile industries would have re- 
mained unchanged? Accepting the explanation 
of Secretary Wallace that the troubles of agri- 
culture originated in Europe, is it allowable to 
assume that the heavy loss of income suffered 
by the farm population, and as related thereto, 
the loss of income by all of the 44% of the 
country’s population living in the country and 
in towns of less than 2,500 inhabitants, would 
not affect employment in all the urban indus- 
tries, and that increasing unemployment in all 
the other industries would not affect the textile 
industries? 

Senate Document 124, Seventy-third Con- 
gress, shows that aggregate wage and salary 
payments fell off a little more than 40% from 
1929 to 1932, which indicates that unemploy- 
ment, not rate-reductions, was the principal 
factor in the decline of aggregate payments. 
Furthermore, in some industries in which 
wage-rate reductions were small the falling off 
in employment was very large; thus there have 
been no wage-rate reductions in the anthracite 
coal industry, and at no time more than a 10% 
reduction in railroad wage-rates, but in the first 
four months of 1933 employment in the former 
industry averaged 54.4% of the 1929 level and 
on the railroads 56.5%. 


Thus a review of all the conditions seems to 
show that the loss of business, employment and 
wages in the cotton goods industry was not so 
much the result of wage-cutting or price-cut- 
ting within the industry as of loss of purchas- 
ing power among its customers, and if this is 
so, does it teach the lesson implied in the above 
quotation or a different lesson? The loss of 
purchasing power among its customers re- 
sulted not only from the fact that their incomes 
had declined, but from the fact that what they 
had to buy, including cotton goods, did not at 
first decline in like proportion; in short, from 
the disruption of price relations. Having regard 
for the recognized principle that the entire in- 
dustrial system is based upon the exchange of 
services, this seems to imply that the cotton 
goods industry was directly interested on its 
own account in maintaining its exchanges on 
a normal basis, and the tendency of the law of 
supply and demand was to force readjustments 
to that end. The question is whether opposi- 
tion to this tendency was helpful or otherwise 
to the cotton goods industry and the workers 
dependent upon it? Incidentally the fact should 
be considered that the decline of farm products 
was substantially reducing the cost of living 
and that a decline of cotton goods would have 
a like effect. 

The Policy of N. R. A. 

The policy of the Recovery Administration 
has been that of raising wages and spreading 
employment, the purpose being to increase the 
purchasing power of the wage-earners. The 


prospective rise in costs and prices stimulated 
an outburst of buying and of industrial activ- 
ity last year, but it also caused a rise of prices 
to consumers which inevitably decreases 
consumer purchasing power. It was difficult 
for some observers to understand how any in- 
crease in the aggregate of purchasing power 
could result, for the economic system has no 
income from outside of itself, and all costs 
must be charged against consumers; however, 
that was and remains a controversial question, 
and we wish now to simply review the experi- 
ment as reported by the authorities themselves. 

The code for the textile industries went into 
effect in July, 1933, and the Textile Mediation 
Board in its report to the President, dated Sep- 
tember 20, 1934, describes the conditions rela- 
tive to wages and working hours established 
under it as follows: 


It is proper at this time to point out that the co- 
operation of the industry in promptly adopting the 
code brought marked improvements in the conditions 
of the industry. Child labor was, for the first time, 
completely eliminated from the industry; hours were 
reduced from an average of fifty-three per week to 
a maximum of forty; wage rates raised from pre- 
code levels of $8 or $10 per week to a minimum of 
$12 and $13 per week; average earnings increased 
during the first months of the code by 70 per cent; 
payrolls and employment in the industry rose rapidly. 

For the first few months under the code employers 
and employes alike found their situation substantially 
improved. Partly due to speculative increases in 
production during May, June and July of 1933, and 
partly due to certain aspects of the recovery pro- 
gram, business conditions were better than in years. 

In the second half of 1933, however, the industry 
suffered a reaction and business declined through the 
remainder of the year. In December the Code Au- 
thority made application for and was granted a 25 
per cent curtailment in machine-hour operations for 
that month. There was no public hearing on the 
curtailment order. No increase in wage rates was 
made to offset the decrease in working hours. 

In the beginning of 1934 there was another upward 
surge in the industry. Since then business has stead- 
ily declined. In May, 1934, the.Code Authority, finding 
that inventories were piling up on the industry, re- 
quested a curtailment of machine hours for three 
months of 25 per cent. This curtailment was granted 
by NRA for the months of June, July and August, 
1934. No public hearing was held on the curtailment 
order. As will be developed later, it was this curtail- 
ment of 25 per cent without an increase in wage rates 
which caused disappointment among the workers and 
helped to precipitate the present controversy. 


Evidently some consideration was given to 
the possibility that increasing costs and prices 
might affect consumption unfavorably, for the 
following paragraph in the above mentioned 
report quotes from the code as follows: 


It was stipulated that approval of the minimum 
wages proposed in the code was “not to be regarded 
as approval of their economic sufficiency but is 
granted in the belief that in view of the large increase 
in wage payments provided by the code, any higher 
minima at this time might react to reduce consump- 
tion and employment, and on the understanding that 
if and as conditions improve the subject may be 
reopened with a view to increasing them.” 


The representatives of both employers and 
employes who participated in making this 
code seem to have been agreed that if the 
code policy should have the effect of reduc- 
ing the consumption of cotton goods, it would 
be harmful to all parties concerned. 
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Mr. George A. Sloan, Chairman of the Cot- 
ton Textile Code Authority and also of the 
Cotton Textile Institute, who by reason of his 
relation to the industry was active in the 
preparation of the cotton textile code has 
given further particulars as to the effects of 
the code upon employment and earnings, as 
follows: 


The code’s most important effect was to spread em- 
ployment, caused by the reduction of the work week 
from an average of fifty-four hours to a maximum 
of forty hours. As a result, the industry was able to 
maintain a level of employment during the first ten 
months of operation under the code of 120,000 em- 
ployes in excess of those employed in March, 1933. 
In fact, at some periods the increase over March, 1933, 
reached as high as 140,000 persons. 

Even during the present period of slack demand 
for cotton goods the number of persons at work in 
cotton mills still stands at 100,000 above March, 1933. 

In applying the wage provisions of the code, mills 
increased the average hourly wage 70 per cent. The 
result of the great influx of new workers in cotton 
mills, plus the higher wages, caused an increase in 
the industry’s payrolls during the first ten months 
under the code, as compared with the ten months 
prior to the code, of 113,000,000, or 78 per cent. This 
expansion is of the highest significance as demon- 
strating the immense increase in purchasing power 
that became available in mill communities. 

Furthermore, it was separate and distinct from any 
increase in the cotton mill business, as the volume of 
production was only 3 per cent greater, The weekly 
income of cotton mill workers, notwithstanding the 
much shorter work week, averaged 6 per cent above 
1929, when adjusted to changes in the cost of living. 


Mr. Sloan’s statement as to the effects of the 
Code upon employe earnings and employment 
was confirmed by General Hugh Johnson in a 
public statement. The most important facts 
brought out by the two statements are the 
showing of increased employment and costs 
accompanying an increase of 3% in produc- 
tion. The reduction of the work-week from 
an average of 53 or 54 hours to 40 was for the 
purpose of taking up the slack in employment, 
but in December, 1933, a curtailment of 25% 
in machine-hour production was ordered to 
check the accumulation of goods, and in May, 
1934, a curtailment of three months was grant- 
ed. The textile union then asked for a further 
curtailment of the work-week and an increase 
of hourly wages to maintain the weekly wage. 
This was not granted and eventually the de- 
mand was raised to a reduction of the work- 
week to 30 hours, with the same earnings that 
had been allowed for 40 hours, and upon this 
issue the strike was called. 

The strike has been called off upon the ac- 
tion of President Roosevelt, proposing to ap- 
point a Textile Labor Relations Board, to 
have general authority over the industry, for 
the administration of section 7(a) of the Re- 
covery Act and the code of fair competition 
in force under the Act, and also for separate 
studies of matters in controversy. This Board 
of three members, consisting of Judge Walter 
P. Stacy of North Carolina, Chairman, James 
A. Mullenbach of Illinois, and Admiral Henry 
A. Wiley, retired, of Alabama, has been 
appointed. 
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The same executive order provides that the 
Bureau of Labor Statistics “shall prepare a 
comprehensive report on the actual hours of 
employment, earnings and working conditions 
in the textile industries” and that the Federal 
Trade Commission shall undertake an investi- 
gation “in order to furnish a basis for deter- 
mining whether wage increases based upon 
reduction in hours or otherwise can under pre- 
vailing economic conditions, be sustained.” 

This inquiry promises to be of great impor- 
tance for it should go to the very heart of the 
problem which the makers of the code had in 
mind when they adopted paragraph No. 2 
quoted above. 

It is practically the question whether an 
attempt to increase the purchasing power of 
individuals or groups by any kind of expendi- 
tures which do not produce values can in- 
crease the aggregate purchasing power of the 
whole population. 

In view of this pending investigation we do 
not wish to discuss the matters at issue be- 
yond pointing out that the policy of restrict- 
ing production in the several industries with 
the effect of raising costs and prices without 
regard for the relations between the several 
industries tends to nullify all the benefits of 
improvements in industry and create an in- 
creasing scarcity of everything, and that the 
effects of this cannot be overcome by raising 
wages and prices. The average consumption 
of wheat in the United States is calculated to 
be about 4% bushels per capita and if the 
total available supply should be restricted to 
3% bushels per capita no increase of either 
monetary stock or rates of pay would supply 
4% bushels to everybody. The pay for what- 
ever anybody produces actually comes to him 
in the products of others, and if everybody 
restricts production in order to get an advan- 
tage in trade with his neighbors the result 
must be less of everything for everybody. This 
is really the vital question for this Inquiry to 
consider. 

There is every reason to believe that with 
normal trade relations existing throughout 
the economic system, employment would be 
promptly available for every willing worker. 
The wants of the people are as great as ever. 
This country has a magnificent industrial 
equipment, with a capacity much beyond that 
of any previous time, and always increasing. 
It is deplorable that a people with the practical 
capacity of the people of the United States 
should stand helpless in the presence of want 
and distress, with the industrial organization 
operating far below its capacity, solely through 
failure to intelligently adjust the exchange re- 
lations among themselves to their mutual 
advantage. 
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[- YOU have to look after a 


business and a personal invest- 


ment account as well, you probably 
find your responsibilities increasing. 
One of your troubles, no doubt, 
is finding sufficient time to devote to 
your holdings. But probably more 
disturbing is the difficulty of 
watching a variety of develop- 


ments which now affect security 
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values ... directly or indirectly. 
A Custodian Account with City 
Bank Farmers Trust Company may 
help you with many of the problems 
of caring for your investments. The 
cost is reasonable; you retain entire 
control over your securities. 
We shall be glad to explain 
our Custody of Securities 


Service in detail. 
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